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Published by and for the Members of the Private Companies Practice Section of the AICPA’s Division for CPA Firms

Coping With The Standards Overload
A major problem faced by private companies and the CPAs
who serve them is the expense and difficulty of complying
with accounting standards that require presentation of
information that may be of little value to the client, and of
little interest to other users of his financial statements. Pri
vate companies have already been exempted from reporting
earnings per share and segment information—requirements
that affect disclosure only. The FASB may grant other
disclosure exemptions. However, many practitioners
believe that measurement principles (such as lease capital
ization and tax deferral) should also be different for private
companies, maintaining that a small company need not
calculate its net income and net worth in the same way as
General Motors does.
There are some ways of obtaining relief provided the
client (and those who use his financials) will accept depar
tures from GAAP as defined by the FASB. Several
approaches are discussed in the following paragraphs.
AUDITED STATEMENTS

SAS 2 offers little relief to those who would depart
from GAAP in the interest of efficiency, since it requires
disclosure of the principal effects of the departure, if the
effects are “reasonably determinable.” The calculations
must therefore be made regardless of whether they are
reflected in the financials.
SAS 14, on the other hand, can offer significant effi
ciencies in the preparation of audited financial statements,
provided a “comprehensive basis of accounting” other than
GAAP is acceptable. Of the four authorized types of such
a comprehensive basis, two are particularly relevant to
smaller companies — the income tax basis, and the cash
receipts and disbursements basis.
INCOME TAX BASIS. Many smaller companies
and the users of their financials might find this basis
adequate for their purposes. The basis and how it differs
from GAAP must be described, and the audit report’s
middle paragraph must state that the financials are not
intended to conform to GAAP. But, in contrast to the
requirements of SAS 2, the monetary effect of departures
from GAAP need not be calculated and disclosed, even if
they are reasonably determinable. And the audit report
can give a “clean” opinion on the financials with respect
to that basis of accounting.
RECEIPTS AND DISBURSEMENTS. For certain
types of clients the cash receipts and disbursements basis
provides another less costly alternative to GAAP. If
desired, certain modifications can be made to the cash
basis, such as recording depreciation and accruing income
taxes. But there are limitations on the permissible
modifications. Section 1500.05 of Technical Practice

Aids (the AICPA’s “nonauthoritative” looseleaf service)
states that if the modifications are so extensive that the
statements are tantamount to accrual basis statements,
SAS 2’s requirements apply. However, if the modifica
tions to the cash basis are not that extensive, SAS 14
prevails — the basis must be described, but the effect of
GAAP departures need not be calculated, and the
auditor’s opinion can be unqualified.
REVIEWED STATEMENTS

SSARS 1 resembles SAS 14 in that it permits a CPA
to report on his review of statements that are in accordance
with a comprehensive basis of accounting other than
GAAP, as described above.
In addition, it permits somewhat more flexibility for
GAAP statements that, if they were audited, would require
SAS 2-type calculation and disclosure of the effects of a
departure from GAAP. If reviewed statements reflect a
GAAP departure, the accountant must of course disclose
it, but he must disclose its effects only if they “have been
determined by management or are known as the result of
the accountant’s procedures.” Thus, if the statements
conform to GAAP except for lease capitalization and/or
tax deferral, the accountant ordinarily need only disclose
these exceptions, without calculating their monetary effect.
COMPILED STATEMENTS

Compiled statements offer all the measurement GAAP
flexibility of reviewed statements — and more. The state
ments may omit substantially all of the disclosures required
by GAAP (or other comprehensive basis), provided (a)
that the accountant clearly indicates the omission in his
report, and (b) that the omission is not intended to
mislead.
In considering any of these approaches, a CPA should
consult the authoritative pronouncements on which they
are based (primarily SASs 2 and 14, and SSARS 1), which
state the requirements more explicitly. This overview
article was prepared to suggest approaches, but not to
describe them fully.
□

Address Changes
When your firm changes its name or principal address, be
sure to notify the Division for CPA Firms directly, even if
you also notify the Institute’s Membership Records Depart
ment. That Department’s records are maintained by
individual, not by firm.
An individual’s address change can represent the
opening of a new office or a change in employment, and
will therefore not automatically be posted to the
Division’s records.
□
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PCPS Advocacy
The Reporter’s January edition summarized a number of
issues on which the PCPS has taken action to assure that
its members’ views are recognized. The Section is still
working on a number of these.
More recently the Executive Committee has submitted
formal comments on the following issues.
QUALITY CONTROL. The Executive Committee pro
tested vigorously that the 30 day exposure period of the
March 10 proposed interpretation, Implementation of
Inspection in CPA Firms, was far too short, especially
during tax season. It also recommended changes that
would make the interpretation more practical for smaller
firms, and urged that a peer review be recognized as ful
filling the inspection requirement for the year in which the
review takes place.
FINANCIAL FORECASTS. The PCPS pointed out
that the proposed guide, Review of a Financial Forecast,
was not relevant to the services that most CPAs provide in
connection with clients’ prospective financial information.
The Section recommended that if any guidance is to be
provided it should not only cover “reviews” (as defined in
the guide), but should also recognize the more prevalent
types of service.
ACCOUNTING FOR COMPENSATED ABSENCES.

The Committee submitted recommendations to the Ac
counting Standards Division on the latter’s proposed com
ment letter to the FASB. While the Committee was gen
erally in agreement with needed improvements identified
in the letter, it also urged that accrual be required only
when the liability is a legal obligation.
CPE PUBLICITY. The Section recommended strongly
against a proposal that would authorize the AICPA to
furnish government agencies with lists of members who
had attended a CPE course on auditing federal grants.
AUDITING STANDARDS. A letter to the Auditing
Standards Board requested that more time be allowed for
comments on exposure drafts, in order to enable individ
uals, firms and organizations to comment effectively.
At its first meeting, the Technical Issues Committee
identified 16 additional issues to review or monitor closely.
It is unlikely that the PCPS will need to submit formal
comments on more than a few of these, but the Committee
is prepared to submit specific recommendations on any in
which it appears that the special insights of local practi
tioners are needed.
□

Membership Profile
In mid-March, membership in the PCPS passed the 2,000
mark. On March 21 the number of member firms reached
2,007, an increase of 28% over the 1,570 members on
March 2 of 1979.
The AICPA’s membership records indicate that there
are about 27,000 “practice units” represented in the
AICPA membership (including each multi-office firm as
just one practice unit). A simple calculation would
suggest that the PCPS’s 2,007 members represent about
7.4% of these. But this percentage is deceptively low,
since the 27,000 basis figure includes a number of sole

practitioners for whom public accounting is not their
principal occupation. Being good citizens, these CPAs
pay their Institute dues as practitioners even though they
have only part time practices, but many of them probably
should not be considered prospective PCPS members.
The total number of sole practitioners included in the
27,000 base is 16,000, but how many of these have full
time practices is not known.
A better measure of the depth of PCPS membership
is the number of CPAs in the PCPS member firms. PCPS
firms include 37,000 AICPA members. This represents
44.3% of the 83,521 AICPA members in public practice.
Even excluding the 21,000 AICPA members with the eight
largest firms, the remaining PCPS member firms include
16,000 AICPA members, or 25.6% of the 62,521
remaining AICPA members in public practice.
SIZE OF FIRM

The accompanying charts show the number of firms
in various size categories as of February 27, 1980 and,
for comparison, as of November 15, 1978. Between
these dates, total membership increased from 1,471 to
1,985, or 35%.
NUMBER OF PERSONNEL. On a head count basis,
most of the Section’s growth came from the medium-sized
firms. Chart 1, Number of Partners, shows that sole
practitioners increased 8% to 586. They now constitute
about 30% of the Section’s membership. The greatest
growth was in firms with 2-5 partners. These firms
increased 54% to 1,076, and they now constitute 54%
of the membership. Firms with 6-10 partners increased
52%, and represent 11% of the membership. Five
percent of the PCPS members have more than 10
partners.
Chart 2, Number of Professionals, shows that the
number of sole practitioners without professional staff
actually declined slightly, to 286. They still represent over
14% of the membership. Firms with 2-5 professionals
represent over 30% of the membership, having increased
20% to 604. The next three categories shown on the chart,
representing firms with 6-50 professionals, showed an
aggregate increase of almost 69%, and they now constitute
more than half the total membership.
NUMBER OF OFFICES. Chart 3 shows that there
are now 1,552 single office firms in the Section, an
increase of 31 %. These firms represent 78% of the total
membership. The 380 firms with 2-5 offices comprise
19% of the members, having increased 59%.
NUMBER OF SEC CLIENTS. Chart 4 shows that
1,698 firms have no SEC clients. This represents 86%
of the members and the percentage has changed only
slightly since late 1978. Another 240 firms, 12% of the
members, have 1-4 SEC clients.

In summary, PCPS’s growth includes firms of almost
all sizes, though there has been a slight decrease in sole
practitioners with no professional staff. There seems little
doubt that sole practitioners, now at 30%, will continue
to constitute a major portion of the Section’s members,
even though recent growth has been greater among the
somewhat larger firms.

PCPS Reporter
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SECPS MEMBERSHIP

By comparison, the number of CPA firms that are
members of the SEC Practice Section has been relatively
stable, having increased 10%, to 575 firms, from Novem
ber 1978 to March 1980. All but 29 of those firms are also
members of the PCPS. While these 575 firms audit a high
percentage of all SEC registrants, the fact that there are
still several hundred firms with SEC clients who are not
SECPS members is a cause of concern. This is because
critics of the profession will use this to disparage the
apparent effectiveness of the profession’s self-regulatory
program. The PCPS Executive Committee is on record as
encouraging each PCPS member with one or more SEC
clients to join the SECPS, too.
□

Peer Review Workshops Scheduled
With the summer and fall of 1980 looming as a peak period
for both PCPS and SECPS peer reviews, the Institute’s
PCPS MEMBERSHIP February 1980 and November 1978
Each bar represents the number of firms in a size category.
The percentages represent these firms as a percent of the total number of member firms.

Quality Control Review Division has scheduled six regional
presentations of its How To Conduct A Peer Review
workshop. The courses will be conducted by members of
both sections’ peer review committees, and will include an
explanation of the new engagement-oriented quality
control compliance reviews.
The first presentation will be on April 30 in Miami.
Registration is $40 for those attending the PCPS
Conference.
Subsequent presentations are planned for Dallas (May
8), Atlanta (May 15), San Francisco (May 19), Chicago
(May 21) and New York (May 28). The registration fee
is $50. Each of these will be followed the next day by an
optional seminar for peer review team captains, sponsored
by the SECPS Peer Review Committee.
For details contact the Quality Control Review
Division, (212) 575-6650.
□
February 1980
November 1978
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Organizational Notes
At its March meeting the Executive Committee formally
reaffirmed the requirement that each PCPS member submit
to the Section certain information within 90 days of the
close of the firm’s fiscal year. The information is essen
tially an update of that which accompanied the firm’s
original membership application.
This requirement has been in effect since early 1979,
by resolution of the Executive Committee. The recent
action merely makes it more explicit.
In a related move, the Committee agreed to suspend
the PCPS membership of any firm that is in default of
certain non-technical membership requirements. The
suspension would take place 30 days after the firm has
been notified of the default by registered mail. PCPS
membership would be automatically terminated 90 days
later if the default continues.
This provision would apply to a firm that does not
pay its dues, that does not provide information needed for
arranging the firm’s peer review, or that does not submit
its annual report updating the information on its member
ship application.
One purpose is to assure that all firms listed in the
Division directory are in compliance with these require
ments. The Directory will list all member firms as of June
30; suspended or terminated firms will not be listed.
The Committee also considered a proposal that the
Executive Committee’s chairman and members be elected
by PCPS members on a one vote per firm basis. The Sec
tion’s charter provides for Executive Committee members
to be nominated by a nominating committee composed
of representatives of PCPS member firms, and appointed
by the AICPA chairman with the approval of the AICPA
Board of Directors and the existing PCPS Executive Com
mittee. Any change would require action by Council.
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Chairman Mellin appointed a special task force to develop
an approach to considering any modifications to this
procedure.
□

Executive Committee Resolution
At its March meeting the PCPS Executive Committee
received word that the National Conference of CPA Prac
titioners, a group that is independent of the AICPA, had
presented a request for a special meeting of the Institute
(in accordance with AICPA bylaw section 5.1.2) to con
sider authorizing mail ballots on whether the Division
directory should be published, and whether the Institute
should continue to support the Division for CPA Firms
financially.
The Committee noted that it is already on record as
favoring the directory, and then unanimously approved
the following resolution.
Resolved, that the Private Companies Practice
Section Executive Committee take an aggressive position
opposing the National Conference of CPA Practitioners’
petition to ask the AICPA to refrain from expending
AICPA funds for the support of the Division for CPA Firms.
The PCPS represents one of the largest segments of
the AICPA membership. The projects of the PCPS con
tribute to the benefit of all members of the profession and
they particularly benefit all practicing members of the
AICPA who serve private companies. The largest element
of cost of the Division for CPA Firms relates to peer
review and quality control for CPA firms. This is an ele
ment of private practice that is of major concern to all
CPAs and not just members of the PCPS. The AICPA will
ultimately have to support activities relating to peer re
view and quality control regardless of the Division for
CPA Firms.
The Executive Committee urges PCPS members to
attend any special meeting of the AICPA on this proposal,
and to actively support AICPA’s funding of the Division
for CPA Firms.
□

